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Summary

In this phase of the local number portability proceeding,
the Commission has solicited comment on issues relating to the
recovery of costs associated with a system of permanent local
number portability. Sprint agrees with the three general cost
categories identified by the Commission (shared facilities costs,
carrier-specific costs directly attributable to local number
portability, and indirect carrier-specific costs) and provides
additional detail on the types of costs in each category.

Sprint also recommends a cost recovery plan for these costs.
We suggest that directly attributable shared third party database
costs (e.g., for mandatory services such as data downloads, log-
on ids, data ports) be recovered from the entities using those
services or facilities on an incremental cost basis. Entities
using discretionary services (e.g., usage reports) would pay
incremental costs plus some reasonable contribution to overhead.
Shared costs (e.g., data uploads, start up, and overhead) should
be allocated to all telecommunications carriers which provide
service in an area in which number portability is available based
on their presubscribed lines.

Carrier-~specific costs which are directly attributable to
implementation of local number portability (e.g., switch
software, an internal SMS, SCPs, and certain SS87 links) should be
granted exogenous cost treatment (for price cap carriers) or, for
rate of return carriers, through a surcharge-type mechanism.

Indirect carrier-specific costs (e.g., those associated with

iii



switch conversions and core SS7 upgrades, that portion of the AIN
platform which supports CLASS services, and overhead costs) are
endogenous and are not eligible for any special cost recovery

treatment as part of this proceeding.
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Before the
FEDERAL COMMUNICATIONS COMMISSION
Washington, D.C. 20554

In the Matter of )
)
Telephone Number Portability ) CC Docket No. 95-116

COMMENTS

Sprint Corporation, on behalf of Sprint Communications Com-
pany, L.P. and the Sprint Local Telephone Companies, hereby
respectfully submits its comments on the Further Notice of Pro-
posed Rulemaking ("FNPRM") released July 2, 1996 in the above-
captioned docket. 1In this phase of the proceeding, the Commis-
sion has sought comment on issues relating to the recovery of
costs associated with a system of permanent local number port-
ability. As discussed below, Sprint supports the Commission’s
classification of the broad categories of local number portabil-
ity costs, and presents its suggestions for recovering those
costs from all telecommunications carriers on a competitively
neutral basis, as required by Section 251(e)(2) of the Telecommu-

nications Act of 1996.

I. COST CATEGORIES (FNPRM, 4208).

In the FNPRM, the Commission tentatively concluded that
there are three categories of costs involved in providing long-
term local number portability (4208):

(1) costs incurred by the industry as a whole, such as
those incurred by the third-party administrator to
build, operate and maintain the databases needed to
provide number portability; (2) carrier-specific costs
directly related to providing number portability (e.gq.,
the costs to purchase the switch software implementing



number portability); and (3) carrier-specific costs not
directly related to number portability (e.g., the costs
of network upgrades necessary to implement a database

nmethod).
Sprint supports the Commission’s proposed general cost cate-

gories, and believes that further refinement within each category
is possible and appropriate for cost identification and recovery
purposes. For example, within the shared third party database
category, costs should be broken down to identify on-going and
direct operating functions such as data downloads, log-on identi-
fication codes, data ports, reports, and audits; and nonrecurring
and common costs such as developmental and start-up work, fixed
costs, overhead and profit. Because it is not known at this time
how many regional local number portability databases there will
be, or what the service parameters will be, it is impossible to
hazard a guess as to the likely costs.”

Carrier-specific costs, at least for the network architec-

ture envisioned by Sprint, will include:

e local number portability switch software which directs the
switch to perform a database lookup:;

* RFPs for a state~wide local number portability SMS database
have been issued in both Illinois and Maryland. Once an
administrator has been chosen in these states, additional
information on the estimated costs associated with the shared
third party database will become available. It will obviously be
more costly to provision a regional rather than a single state
database service; however, the increase in costs is not expected
to be proportional to the increase in the number of states (that
is, it should not be five times as expensive to administer a 5-
state regional database as it is to administer a single state
database). The greater number of entities using a regional
database as compared to a single state database should also
contribute to lower unit costs.



¢ TOPS switch software which allows ghe operator to query the
local number portability database:;

s processor upgrade software, which increases the capacity of
the switch to accommodate the local number portability soft-
ware;

e AIN start-up switch software, which provides the platform for
handling local number portability (and other AIN) service
triggers;”

e an internal SMS and related operational support systems for
uploading and downloading informatign to and from the shared
local number portability databases;

e SCP pairs for launching queries against the internal SMS;
¢ links between the SCPs and internal SMS:;
e links between the internal SMS and the shared SMS.

Sprint has issued an RFP for its internal SMS and is holding
discussions with its vendors regarding necessary switch software
upgrades. Therefore, it is difficult at this point to estimate
its carrier-specific costs directly attributable to local number
portability. However, our preliminary analysis indicates that
the Sprint LECs will incur approximately $100 million for the
elements listed above to provide local number portability capa-

bility in those top 100 MSAs in which they have a presence.

® This software will be deployed only in those host switches

which currently have operator service functionality.
® only those AIN start-up costs directly attributable to local
number portability capability should be granted exogenous cost
treatment (discussed below) here.

* Because of the volume of data being transferred and received,
and the expected volume of queries, Sprint expects that at least
one SCP mated pair and an internal SMS almost exclusively
dedicated to local number portability will be required.

(Existing facilities used for 800 database and LIDB queries do
not have the capacity to accommodate local number portability
requirements.) However, the costs associated with any portion of
these facilities used to provide services other than local number
portability would be allocated to those other services.



Except for recurring costs associated with uploading and down-
loading SMS data, the carrier-specific costs listed above are
expected to be one-time implementation expenses.

The third category of costs are for carrier-specific network
upgrades not specifically incurred to implement local number
portability. These costs include network modernizations such as
switch conversions (replacement of older switches which cannot
support the new local number portability software)® and core SS7

upgrades.

II. COST RECOVERY AND ALLOCATION.

Section 251(e)(2) of the Act regquires that the cost of
establishing number portability Yshall be borne by all telecommu-
nications carriers on a competitively neutral basis as determined
by the Commission." The Commission has proposed two principles
for evaluating all local number portability cost recovery mecha-
nisms: the mechanism should not give one service provider "an
appreciable, incremental cost advantage over another service pro-
vider, when competing for a specific subscriber"; and "should not
have a disparate effect on the ability of competing service pro-
viders to earn a normal return" (FNPRM, €210). Sprint endorses
these principles, and believes that its proposed cost recovery

plan, described below, satisfies these principles.

® In Sprint’s case, the indirect costs associated with switch
conversions are expected to be approximately equal to the direct
costs of implementing local number portability.



A. Shared Facilities (FNPRM, 99212-220).

In the Order accompanying the instant FNPRM, the Commission
found that a local number portability architecture "that uses
regionally-deployed databases best serves the public interest”
(§91). Sprint believes that the Commission has the authority and
responsibility under Section 251(e)(2) to adopt a cost recovery
mechanism for costs associated with these shared regional data-
bases. Federal standards will help to ensure uniformity in the
rate structures, terms and conditions associated with the use of
these databases.®

Sprint recommends that the costs of providing database serv-
ices and facilities necessary for call completion and used by a
specific, identifiable entity -- downloads, log~on ids, and data
ports -- should be recovered from those entities on an incre-
mental cost basis. Discretionary services such as usage reports
or audit services should be priced at incremental cost plus some
reasonable contribution to overhead or common costs, here again
being recovered from each subscriber of that service. Allocation

of these directly attributable costs on an incremental cost basis

® Sprint recommends that the independent entity or entities
chosen to administer each regional database be required to make
the contract governing use of these databases publicly available,
for example by placing them on file with the FCC. The shared
local number portability databases, like the SMS/800 database,
contain essential routing information. However, unlike the
SMS/800, which was and remains controlled by the BOCs, the
regional local number portability databases are expected to be
developed with input from all segments of the telecommunications
industry, neutrally administered, and competitively bid. These
factors mitigate concerns about the likelihood of discrimination
and unreasonable rates -- concerns which led the Commission to
mandate federal tariffs for the SMS/800.



is appropriate because it allows recovery of costs from the
entity requesting the service -- the cost causer.

Sprint further recommends that the shared database costs
associated with data uploads, start up, and overhead, plus a rea-
sonable profit, be allocated to all telecommunications carriers
which provide local service in an area in which number portabil-
ity is available, in proportion to each carrier’s share of pre-
subscribed local service lines.” Because these common costs
cannot be directly attributed to a specific database service sub-
scriber, recovery on the basis of presubscribed lines is appro-
priate since, as the Commission specifically stated, all consum-
ers in an area in which number portability is available benefit
from such capability, even if they do not switch to another local
service provider.® Allocation of these costs based on presub-
scribed lines is also competitively neutral, since payments would
change in proportion to any change in a carrier’s share of total
local service subscribers, with the unit charge set at the same
level for each new subscriber gained by any service provider.
Thus, Sprint’s proposed cost allocation method would avoid giving
one service provider an "appreciable, incremental cost advantage

over another service provider, when competing for a specific sub-

4

These costs could be amortized over the life of the database
administrator’s contract to assure reasonable opportunity for
cost recovery as well as to minimize the rate impact on database
service subscribers and their end users.

® The incumbent LEC (ILEC) may be expected to offer lower prices,
improved services, and additional services as a result of
competitive pressures. Thus, ILEC customers benefit from
competition even if they remain with the ILEC. See Order, %30.



scriber," and would not have "a disparate effect on the ability
of competing service providers to earn normal returns on their
investment" (§210). Data on each local service provider’s total
presubscribed lines could be updated quarterly to ensure that
common cost allocations reflect up-to-date market share figures.

The Commission has proposed the costs associated with the
local number portability databases be allocated "in proportion to
each telecommunications carrier’s total gross revenues minus
charges paid to other carriers" (9213). Sprint believes that
presubscribed lines are a better basis for allocating these
costs. PFirst, the Commission itself has recognized that recovery
of interim local number portability costs on the basis of rela-
tive share of active telephone numbers would be competitively
neutral (9135). The same is true for recovery of costs for the
shared regional local number portability databases.

Second, lines can be measured for the specific area in which
number portability is available and thus reflect each carrier’s
market share in the geographic area covered by the regional data-~
base. Revenue data for the relevant geographic area may be more
difficult to obtain,® especially for national carriers, and
might not provide as accurate a picture of the degree of basic
local service competition as presubscribed lines. For example,
market share as measured by net revenues might be overstated

because such revenues include different mixes of services offered

® It would make little sense to allocate the costs of a regional

database based upon carriers’ national revenues or revenues from
services other than local service.



at different rates (e.g., one carrier may earn a large percentage
of its revenues from sale of more costly features such as CLASS
services), or might be understated because revenues reflect pro-
motional discounts on basic local service (e.g., an end user may
receive free basic local service if he or she also presubscribes
to the service provider’s cable or long distance service). Meas-
uring market share of basic local service on the basis of presub-

scribed lines avoids these distortions.

B. Carrier-Specific Costs To Implement Local Number
Portability (FNPRM, 99221-225).

The Commission has suggested that carrier-specific costs to
implement local number portability can be recovered in at least
two ways: individual carriers could bear their own costs, or all
carriers in a given region could pool their costs, which would
then be recovered from all carriers providing and using number
portability, based on some allocator (%221). Sprint believes
that individual carrier recovery should be required.

In a competitive environment, each service provider is
responsible for recovering its own costs. If one carrier is for
any reason particularly efficient in its deployment of local num-
ber portability capability, it should be allowed to enjoy the
benefits of such efficiency. Requiring the more efficient car-
rier to shoulder a portion of the higher costs incurred by its
less efficient competitors blunts any incentive for the less
efficient carrier to improve its operations, and constitutes a
form of cross-subsidy which distorts economically rational pric-

ing.



This is not to say that any carrier should be denied a rea-
sonable opportunity to recover its costs of deploying local num~
ber portability capability.'® As discussed further in Section
II.D below, carriers should be given the opportunity to adjust
their local service rates to reflect allowable local number port-
ability costs, either through an exogenous cost adjustment for
price cap carriers or an equivalent surcharge-type adjustment for
rate of return carriers. Carriers should file their cost recov-
ery plans and the related cost support with the FCC to ensure
compliance with the Commission’s cost recovery criteria.

C. Indirect Carrier-Specific Costs (FNPRM, 99226-229).

Carriers incur various kinds of indirect costs: network
upgrades which benefit the carrier’s subscribers generally; net-
work upgrades which enable the carrier to offer specific capa-
bilities other than local number portability; and overhead costs.
None of these costs is directly related to number portability,
and none should be included in any local number portability cost
recovery mechanism.

In 800 database proceeding, the Commission concluded that
"costs not specifically incurred for the implementation and
operation of the 800 database system, such as core SS7 costs,"

would not be granted exogenous cost treatment.”™  The sanme

T0

Carriers should also be given the opportunity to recover their
incurred and allocated share of costs associated with the shared
local number portability database discussed in Section II.A
above.

** pProvision of Access for 800 Service, 8 FCC Rcd 907, 911 (9428)
(1993).
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approach should be adopted here. Similarly, costs associated

with network investments which can be used to provide services or
features other than local number portability -- for example, con-
versions to new switches and that portion of an AIN or IN plat-
form and of the SCPs used to provide CLASS features™® -- should
be recovered from customers of those other services and features,
or from the carrier’s shareholders.

In the 800 Database proceeding, the Commission also denied
exogenous cost treatment for overhead allowances, except where
the carrier was able to prove that such costs increased specifi-
cally because of its 800 database obligations. As the Commission
explained, "{ulnder price caps, the carriers are already recover-
ing their pre-existing overhead costs in their normal rates and
allowing them to also recover overhead costs through their exoge-
nous costs may provide them with an excessive recovery of these
costs unless they had experienced an actual increase in overhead
costs specifically attributable to the implementation or opera-
tion of the basic data base 800 service."*® The same standard
should apply as regards implementation of a system of local num-

ber portability,

** However, as noted above, Sprint anticipates that the volume of

data and queries associated with local number portability will
cause @ts AIN platform and the new SCPs pair(s) to be used
primarily for the provision of local number portability.

*? In the Matter of BOCs’ Tariff for the 800 SMS, Tariff FCC No.
1, and 800 Data Base Access Tariffs, 8 FCC Rcd 5132, 5134 (417)
(1993).
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D. Exogenous Cost Treatment (FNPRM, 9230)

As discussed above, carriers should be given the opportunity
to recover their costs for using the shared number portability
database, and their direct costs associated with the hardware and
software needed to provide number portability capability. Grant-
ing exogenous cost treatment for price cap carriers, and an
equivalent surcharge-type mechanism for rate of return carriers,
for these direct costs is warranted since implementation of local
number portability capability was mandated by Congress and repre-
sents a decision beyond the control of the carrier.™” (Indeed,
absent Congressional and Commission mandate, it is doubtful that
any incumbent LEC would deploy local number portability capabil-
ity.)

Both price cap and rate of return carriers should file suf-
ficient information with the Commission to evaluate the reason-
ableness of the proposed rate adjustment. For price cap carri-
ers, this would include a detailed showing of the specific
amounts associated with each direct cost for which exogenous
treatment is claimed. Rate of return carriers would provide
information on its total claimed number portability implementa-
tion costs as well as the customer base over which it intends to

recover such costs. Sprint recommends that carriers be given the

** Although it is not precisely a repackaging of the mandated
interim local number portability capability, the long term local
number portability database solution more closely resembles a
restructured than a new service offering, and thus exogenous cost
treatment is appropriate.
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discretion to determine the geographic scope of their cost recov-
ery plan, but that the Commission specify a consistent timeframe
over which those costs are to be recovered (i.e., either on a
monthly or annual basis) to avoid double charging customers who
choose to switch to another local service provider.®® cCarriers
should not specifically identify any number portability charges
on consumer bills as a separate line item (9224), since this

would likely generate customer confusion.

Respectfully submitted,
SPRINT CORPORATION

WTM
Leon M. Kestenbauw'
Jay C. Keithley
Norina T. Moy
1850 M St., N.W., Suite 1110
Washington, D.C. 20036
(202) 857-1030

August 16, 1996
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For example, if a customer pays an annual fee to the incumbent
LEC, but then switches to another carrier which assesses a
monthly number portability fee, the customer would be double
charged.
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